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CONFIDENTIAL STATE 272393 

E.O. 11652: GDS 

TAGS: EWWT, Cl 

SUBJECT: DISCRIMINATORY SHIPPING DECREE 
REFERENCE: SANTIAGO 7605 

1. DEPARTMENT IS PLEASED THAT EMBASSY HAS BEGUN 
INFORMAL DISCUSSIONS WITH FOREIGN OFFICE PER PARAS 
9 AND 10 REFTEL. EMBASSY SHOULD CONTINUE THESE DIS- 
CUSSIONS AT HIGHEST APPROPRIATE LEVEL STRESSING OUR 
CONCERN OVER THE DISCRIMINATORY NATURE OF THE NEW CHILEAN 
PRACTICES AND EMPHASIZING TO CHILEAN OFFICIALS THE 
POSSIBLE CONSEQUENCES IF THESE PRACTICES SHOULD CONTINUE. 

2. SHOULD THE PRACTICES CONTINUE, EMBASSY HAS CORRECTLY 
IDENTIFIED FEDERAL MARITIME COMMISSION (FMC) PROCEDURES 
UNDER SECTION 19 OF THE MERCHANT MARINE ACT OF 1920 
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AS THE LIKELY RESULT. THE FMC IS EMPOWERED BY SECTION 
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19 TO TAKE ACTION, UNDER ITS REGULATIONS, TO MEET 
"CONDITIONS UNFAVORABLE TO SHIPPING IN THE FOREIGN 
TRADE OF THE UNITED STATES." WE HAVE NO DOUBT THAT 
RESERVING RIGHT OF FIRST REFUSAL FOR ALL CHILEAN 
EXPORTS TO CHILEAN VESSELS WOULD BE VIEWED AS SUCH A 
CONDITION BY THE FMC AND WE WOULD SUSPECT THAT SHOULD 
THIS CONDITION CONTINUE TO PREVAIL, THE FMC WOULD TAKE 
ACTIONS TO MEET THESE CONDITIONS. POSSIBLE FMC ACTIONS 
TO MEET CONDITIONS UNFAVORABLE TO SHIPPING IN THE 
FOREIGN TRADE OF THE UNITED STATES ARE NEARLY UNLIMITED, 
AND COULD INCLUDE LIMITATION OF CHILEAN FLAG SAILINGS 
TO AND FROM THE U.S. AND SUSPENSION IN WHOLE OR IN 
PART OF ANY OF THE TARRIFS FILED BY CHILEAN LINES TTH 
THE COMMISSION. FMC ACTION OUTLINED ABOVE WOULD 
NOT COME IMMEDIATELY, BUT WE WOULD SUSPECT THAT SHOULD 
U.S. SHIPPERS OR SHIPPING LINES MAKE CONCERTED 
COMPLAINTS TO FMC, COMMISSION WOULD EVENTUALLY 
FORMALLY ASK THE DEPARTMENT OF STATE TO RESOLVE THE 
DISCRIMINATORY SITUATION DIPLOMATICALLY. AT THE 
SAME TIME, THE FMC WOULD PROBABLY PROVIDE A DRAFT 
REG'LATION SPECIFYING THE FMC'S ACTION TO MEET THE 
CONDITIONS UNFAVORABLE TO SHIPPING IN THE FOREIGN TRADE 
OF THE UNITED STATES. WHILE WE CANNOT BE CERTAIN, 

FMC WOULD PROOABLY GIVE DEPARTMENT APPROXIMATELY 60 
DAYS 1THIN WHICH TO SOLVE THE PROBLEM DIPLOMATICALLY 
BEFORE IMPLEMENTING SUCH A REGULATION. EMBASSY SHOULD 
BE AWARE THAT WHILE ABOVE LIKELY WOULD BE THE CASE, 

FMC IS NOT BOUND BY LAW TO ASK FOR DEPARTMENT S DIP- 
LOMATIC ASSISTANCE IN RESOLVING DISPUTES BEFORE IT 
ACTUALLY PUBLISHES REGULATIONS DESIGNED TO EQUALIZE 
TREATMENT OF CARRIERS IN A TRADE. 

3. EMBASSY AND CHILEAN GOVERNMENT SHOULD REALIZE, 
HOWEVER, THAT SECTION 19 PROCEDURES OUTLINED ABOVE 
ARE NOT THE ONLY POSSIBLE STEPS USG MIGHT BE 
REQUIRED TO TAKE IF CHILEAN DISCRIMINATION CONTINUES. 
DEPARTMENT UNDERSTANDS THAT OUTSTANDING 
EXIMBANK LOANS TO CHILE TOTAL APPROXIMATELY 
DOLLARS 47 MILLION. TERMS OF THESE EXIMBANK 

CONFIDENTIAL 

CONFIDENTIAL 

PAGE 03 STATE 272393 

LOANS SPECIFY THAT 50 PERCENT OF THE CARGO MAY 
BE PERMITTED TO TRAVEL ON (IN THIS CASE, CHILEAN) 

VESSELS IF THERE IS NO EVIDENCE THAT U.S. VESSELS ARE 
DISCRIMINATED AGAINST IN THE CHILEAN TRADE. MARITIME 
ADMINISTRATION IN USDOC ADMINISTERS THESE WAIVER 
PROVISIONS AND WOULD, OF COURSE, BE RELUCTANT TO 
ISSUE THE WAIVERS OR CONTINUE ANY EXISTING 'AIVERS 
IF CONDITIONS REMAIN AS PRESENT, WITH CHILEAN VESSELS 
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GIVEN FIRST PREFERENCE ON ALL CHILEAN EXPORTS. 

4. ANOTHER DISTINCT POSSIBILITY IS THAT U.S. LINES OR 
OTHER INTERESTED PARTY MIGHT BRING COMPLAINT BEFORE 
THE SPECIAL TRADE REPRESENTATIVE (STR) PURS;ANT TO 
SECTION 301 OF THE 1974 TRADE ACT. THIS, IN FACT, HAS 
ALREADY HAPPENED IN THE CASE OF A DISCRIMINATORY 
ACTION AGAINST A U.S. LINE IN THE GUATEMALAN TRADE. 

5. EMPASSY PLEASE REPORT GOC'S REACTION TO YOUR 
APPROACHES. KISSINGER 
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